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FX-denominated bills support budget financing

Yesterday, UAH6bn (US$215m) was borrowed for the budget, of which US$112m
was FX-denominated paper. A large amount of UAH-denominated bills were also
sold.

About US$112m, or more than UAH3bn, will be received today in budget accounts
from USD-denominated paper with 13-month maturity. This issue, the same as the
FX-denominated bills, was offered the first time in September. Demand was
concentrated; most of the bids came in at 3.5%, the highest was 4%. The Ministry
rejected two bids. Both the number of bids and amountofdemand were larger. There
were 30 bids with 28 bids accepted, or six bids more than in August. Total demand
was UAH111bn or almost four times more than three weeks ago.

Table 1. Details of domestic government bonds placed at the auction (UAHbn)

ISIN Coupon Pay-  Maturity Qtyof  Price Pro- Volume® YTme Out-
rate (%) ment bonds (UAH) ceeds’ (UAHm) (%) standing

freq' sold (UAHm) (m)*

UA4000211957  0.00 @Mty 28-Apr-21 2,095470 95421 1,999.52 2,095.47 782 2,09547
UA4000204572 16.06 SA 3-Aug-22 803,573 1,112.30 893.82 80357 10.73 8,993.64
Total UAH 2,899,043 2,893.33 2,899.04 11,089.11
UA4000211502  3.50 SA 21-0ct-21 110,304 1,014.11 3,138.91 3,095.24 353 3,921.10
Total USD 110,304 3,138.91 3,095.24 3,921.10

Note: [1] payment frequency abbreviations: M - monthly, Qtly - quarterly, SA - semi-annually, @Mty - at maturity date; [2]
proceeds and volumes for the USD-denominated bonds are calculated based on the previous day's exchange rate 28.06USD,
30.23/EUR; [3] yields on coupon-bearing bonds are effective yields to maturity. Sources: Ministry of Finance of Ukraine,
Bloomberg, ICU.

There were fewer participants for the auction of UAH-denominated bills. Most of the
interestwas for the two-year paper, where the MoF received seven bids instead four
as it gotfor the seven-month paper. However, there was larger demand at par value
for the seven-month bills than for the two-year instrument.

Demand for seven-month paper came to UAH2.5bn (US$0.9bn) where UAH410m
(US$15m) had a rate higher than what was accepted at a previous similar offering,
which was rejected. Therefore, for this maturity both the cut-off and weighted -average
rate remained unchanged at 7.82%.

The Ministry decided to increase rates for the two-year paper, although less
aggressively than last week. Demand mostly ranged between 10.25% and 10.5%,
whilethe highestrate was 11%. Therefore, one bid that amounted to UAH100m was
rejected. The budget received almost UAH900m with a cut-off rate 10.5% or
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UAH-denominated domestic gov't bonds:
yield curve in past two auctions
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Source: Ministry of Finance of Ukraine, ICU.

USD-denominated domestic gov't bonds:
yield curve in past two auctions
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EUR-denominated domestic gov't bonds:
yield curve in past two auctions
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25bp higher than at previous auctions, while the weighted -average rate was up 29bp to
10.43%.

We notethat the Ministry continues to use FX-denominated paper to finance budgetneeds.
However, for UAH-denominated bills, the Ministryis flexible and adjusts to market sentiment
We'll see how long this flexibility lasts, as any rate increase makes debt service more
expensive for the state budget, and can push bidders to further increase in rates at the
primary auction. This could resultin rejecting all demand ifitbecomes too expensive for the
MoF.
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Appendix: Yields-to-maturity, repayments

Chart 1. Three-year history of domestic government bond placements at primary market: proceeds (in billions) and yields-to-maturity (%)
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Chart 2. Future repayments on domestic government bonds (in billions of currency)
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Chart 3. Fair value of domestic government bonds as calculated by NBU versus placements via primary market auctions
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